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OATH OR AFFIRMATION

1, Roberta A. Laraway affirm that, to the best of my knowledge and belief the accompanying financial statements and
supplementary information pertaining to the firm of Headwaters BD, LLC, as of and for the year ended December 31, 2006, are
true and correct. I further affirm that neither the Company nor any stockholder, principal officer or director has any proprietary
interest in any account classified solely as that of a customer.
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This report** contains (check ail applicable boxes):

X a Facing page.

X b Statement of Financial Condition.

X ¢ Statementof Income (Loss). My Commission Expires 0910812010
X d. Statement of Cash Flows.

X e Statement of Changes in Stockholders' Equity or Partners” or Sole Proprictor’s Capital.

- f. Statement of Changes in Liabilities Subordinated to Claims of Creditors.

X g Computation of Net Capital.

___  h Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

i Information Relating to the Possession or Control Requirement under Rule 15¢3-3.

] A Reconciliation, Including Appropriate Explanation, of the Computation of Net Capital Under Rule 15¢3-1
and the Computation for Determination of the Reserve Requirements Under Exhibit A 15¢3-3.

k. A Reconciliation Between the Audited and Unaudited Statements of Financial Condition with Respect to
Methods of Consolidation.

X 1. An Oath or Affirmation,
m. A Copy of the SIPC Supplemental Report.

n. A Report Describing any Material Inadequacies Found to Exist or Found to Have Existed Since the Date of the
Previous Audit. -

X n. Independent accountants’ report on internal control structure.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3}.
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INDEPENDENT AUDITORS' REPORT

Board of Directors and Member
Headwaters BD, LLC
Denver, Colorado

We have audited the accompanying statement of financial condition of Headwaters BD, LLC as of
December 31, 2006, and the related statements of income and member's equity and cash flows for the
year then ended that you are filing pursuant to Rule 17a-5 under the Secunities Exchange Act of 1934.
These financial statements are the responsibility of the Company's management. Our responsibility is
to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audit provides a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Headwaters BD, LLC as of December 31, 2006, and the results of its operations
and its cash flows for the year then ended in conformity with accounting principles generally accepted
in the United States of America.

Our audit was made for the purpose of forming an opinion on the basic financial statements taken as a
whole. The information included in the accompanying schedule is presented for purposes of additional
analysis and is not a required part of the basic financial statements, but is supplementary information
required by Rule 17a-5 under the Securities Exchange Act of 1934. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in our
opinion, is fairly stated in all material respects in relation to the basic financial statements taken as a
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Ehrhardt Keefe Steiner & Hottman PC

February 19, 2007
Denver, Colorado
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HEADWATERS BD, LLC

Statement of Financial Condition

December 31, 2006
Assets

Current assets
Cash and cash equivalents $ 3,083,801
Advisory and other fees receivable 115,230
Prepaid expenses 64.568
Total current assets 3,263,599
Property and equipment, net 260,890
Deposits 10.432
Total assets 3,534,921

Liabilities and Member's Equity

Current liabilities

Accrued expenses $§ 1513231
Total current liabilities 1.513.231]
Commitments
Member's equity 2.021.690
Total liabilities and member's equity $__ 3534921

See notes to financial statements.
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HEADWATERS BD, LLC

Statement of Income and Member's Equity
For the Year Ended December 31, 2006

Revenue

Operating expenses
Personnel
Commissions
Travel and entertainment
Marketing
Occupancy
Professional services
Database subscriptions and maintenance
Depreciation and amortization
Other
Office expense
Communications
Insurance

Total operating expenses

Other income (expense)
Interest income
Loss on disposal of assets
Total other income

Net income

Beginning member's equity
Contributions from member
Distributions to member

Ending member's equity

See notes to financial statements.
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$ 16826589

10,013,615
1,449,148
468,485
408,466
326,234
246,773
208,393
180,210
156,826
128,411
67,059
53.628
13.707.248

63,322
(993)
62.329

3,181,670

9,931,833
(11.091.813)

$ 2.021.690




HEADWATERS BD, LLC

Statement of Cash Flows
For the Year Ended December 31, 2006

Cash flows from operating activities

Net income $ 3.181.670
Adjustments to reconcile net income to net cash
provided by operating activities
Depreciation and amortization 180,210
Loss on disposal of assets 993
Changes in assets and liabilities
Advisory and other fees receivable 92,069
Prepaid expenses (29,025)
Deposits 736
Accrued expenses 277.767
522.750
Net cash provided by operating activities 3.704.420
Cash flows from investing activities
Purchase of property and equipment (147,227)
Proceeds from sale of property and equipment 750
Net cash used in investing activities (146.477)
Cash flows from financing activities
Contributions 10,617,671
Distributions (11.091.813)
Net cash used in financing activities (474.142)
Net increase in cash and cash equivalents 3,083,801
Cash and cash equivalents - beginning of year -
Cash and cash equivalents - end of year $ 3.083.801

Supplemental disclosure of non-cash activity:

During the year ended December 31, 2006, the Company's sole member contributed the

following non-cash balances to the Company:

Advisory and other fees receivable $ 207,299
Prepaid expenses 35,543
Property and equipment 295,616
Deposits 11,168
Accrued expenses (1.235.464)
Net liabilities 3 (685.838)

See notes to financial statements.
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HEADWATERS BD, LL.C

Notes to Financial Statements

Note 1 - Description of Business and Summary of Significant Accounting Policies

Organization

Headwaters BD, LLC (the Company) was formed in December 2005 as a Delaware limited liability
company and began operations January 1, 2006. The Company, headquartered in Denver, Colorado, is
licensed as a broker-dealer with the Securities and Exchange Commission (SEC), and is a registered
member of the National Association of Securities Dealers (NASD). The Company offers its clients a
variety of investment banking services, including mergers and acquisitions, capital raising and financial
advisory services. The Company is engaged in a single line of business as a securities broker-dealer.
The Company is exempt from Rule 15¢3-3 under Subsection (K) and does not hold, nor does it plan to
hold, any customers' securities or funds. Under this exemption, "Computation for Determination of
Reserve Requirements" and "Information Relating to Possession or Control Requirements” are not
required.

The Company is a wholly-owned subsidiary of Headwaters MB, LLC (Parent). Accordingly, this
affiliation should be taken into consideration in reviewing the accompanying financial statements. The
operating results could vary from those that would have been obtained had the Company operated
independently.

Cash and Cash Equivalents

The Company reports all highly liquid short-term investments purchased with original maturities of
three months or less as cash equivalents. As of the balance sheet date, and periodically throughout the
year, the Company has maintained balances in various operating accounts in excess of federally insured
limits. ‘

Concentrations of Credit Risk

The Company grants credit in the normal course of business to customers. The Company assesses the
financial condition of its customers to reduce credit risk.

During the year ended December 31, 2006, two customers accounted for 47% of total revenues and
10% of total accounts receivable as of December 31, 2006.

Fair Value of Financial Instruments

The carrying amounts of financial instruments including cash and cash equivalents, receivables,
prepaids, and accrued expenses approximated fair value as of December 31, 2006 because of the
relatively short maturity of these instruments.




HEADWATERS BD, LLC

Notes to Financial Statements

Note 1 - Descrintion of Business and Summary of Significant Accounting Policies {continued

Advisory and Other Fees Receivable

Advisory and other fees receivable are non-interest bearing and are recorded as eamed by the
Company. An allowance for uncollectible amounts is established to cover future losses based on
management's best estimate of uncollectible amounts. Uncollectible receivables are charged against
the reserve when identified. As of December 31, 2006, the Company determined all advisory and other
fees receivable to be collectible.

Property and Equipment

Property and equipment is stated at cost. Depreciation and amortization is provided utilizing the
straight-line method over the estimated useful lives for owned assets, ranging from 2 to 5 years, and the
lesser of the estimated useful life or the related lease terms for leasehold improvements.

Revenue Recognition

Revenue is recorded for advisory services and other fees when earned in accordance with the terms of
individually negotiated contracts.

Advertising Costs

The Company expenses advertising costs as incurred.

Income Taxes

The Company has elected to be treated as a Limited Liability Company (LLC} for income tax purposes.
Accordingly, taxable income and losses of the Company are reported on the income tax return of the
Company's member and no provision for income taxes has been recorded in the accompanying
financial statements.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities, disclosures of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates.




HEADWATERS BD, LLC

Notes to Financial Statements

Note 2 - Net Capital Requirement

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule (SEC
Rule 15¢3-1), which requires the maintenance of minimum net capital of the greater of $5,000 or 6-
2/3% of aggregate indebtedness. The Company's net capital at December 31, 2006 was $1,570,570.
Net capital may fluctuate on a daily basis. Additionally, SEC Rule 15¢3-1 requires that the aggregate
indebtedness to net capital, both as defined, shall not exceed 15 to 1 and that equity capital may not be
withdrawn or cash dividends paid if the resulting net capital ratio would exceed 10 to 1. The
Company's net capital ratio was 0.96 to 1.00 as of December 31, 2006.

Note 3 - Property and Eqguipment

Property and equipment consist of the following at December 31, 2006:

Computer equipment $ 156,310
Furniture and fixtures 130,737
Software 126,827
Leasehold improvements 27226
441,100
Less accumulated depreciation and amortization (180.210)
$____260.890

Note 4 - Commitments

Operating [ eases

The Company leases office space and facilities under non-cancelable operating leases. Rent expense
for the year ended December 31, 2006 was $326,234.

Future minimum lease payments under these leases are approximately as follows:

Year Ending December 31,

2007 $ 338,887
2008 338,887
2009 334.600

N 1.012.374

Note S - Related Party Transactions

During the year ended December 31, 2006, the Company recorded approximately $712,000 in revenues
from related parties.
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HEADWATERS BD, LLC

Computation of Aggregate Indebtedness and Net Capital pursuant
to Rule 15¢3-1 of the Securities and Exchange Commission

December 31, 2006
Total member's equity $ 2,021,650
Additions/deductions
Property and equipment, net (260,890)
Advisory and other fees receivable (115,230)
Prepaid expenses and deposits (75.000)
Net capital before haircuts on securities positions 1,570,570
Haircuts on investments -
Net capital 1.570.570
Total aggregate indebtedness 1.513.231
Net capital $ 1,570,570
Minimum net capital requirement (greater of $5,000 or 6 2/3% of aggregate
indebtedness) 100,882
Excess net capital 1.469.688
Aggregate indebtedness to net capital %%

Reconciliation with Company's computation:

There is no difference from the Company's computations included in its Part II of Form X-17a-5
as of December 31, 2006 and the audited computation above.
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL
REQUIRED BY SEC RULE 17A-5

The Board of Directors and Member
Headwaters BD, L1.C
Denver, Colorado

In planning and performing our audit of the financial statements and supplemental schedule of
Headwaters BD, LLC (the Company) for the year ended December 31, 2006, we considered its internal
control, including control activities for safeguarding securities, in order to determine our auditing
procedures for the purpose of expressing our opinion on the financial statements and not to provide
assurance on internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we have
made a study of the practices and procedures followed by the Company including tests of such
practices and procedures that we considered relevant to the objectives stated in Rule 17a-5(g) in
making the periodic computations of aggregate indebtedness and net capital under Rule 17a-3(a)(11)
and for determining compliance with the exemptive provisions of Rule 15¢3-3. Because the Company
does not carry securities accounts for customers or perform custodial functions relating to customer
securities, we did not review the practices and procedures followed by the Company in any of the
following:

1. Making the quarterly securities examinations, counts, verifications, comparisons and
recordation of differences required by Rule 17a-13

2. Complying with the requirements for prompt payment for securities under Section 8 of
Federal Reserve Regulation T of the Board of Governors of the Federal Reserve System

3. Obtaining and maintaining physical possession or control of all fully paid and excess

margin securities of customer as required by Rule 15¢3-3

The management of the Company is responsible for establishing and maintaining internal control and
the practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility,
estimates and judgments by management are required to assess the expected benefits and related costs
of controls and of the practices and procedures referred to in the preceding paragraph and to assess
whether those practices and procedures can be expected to achieve the SEC's above-mentioned
objectives. Two of the objectives of internal control and the practices and procedures are to provide
management with reasonable, but not absolute assurance that assets for which the Company has
responsibility are safeguarded against loss from unauthorized use or disposition and that transactions
are executed in accordance with management's authorization and recorded properly to permit the
preparation of financial statements in conformity with generally accepted accounting principles. Rule
17a-5(g) lists additional objectives of the practices and procedures listed in the preceding paragraph.
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The Board of Directors and Member
Headwaters BD, LLC

Because of inherent limitations in internal control or the practices and procedures referred to above,
error or fraud may occur and not be detected. Also, projection of any evaluation of them to future
periods is subject to the risk that they may become inadequate because of changes in conditions or that
the effectiveness of their design and operation may deteriorate.

QOur consideration of the internal control would not necessarily disclose all matters in internal control
that might be material weaknesses under standards established by the American Institute of Certified
Public Accountants. A material weakness is a condition in which the design or operation of the
specific internal control components does not reduce to a relatively low level the risk that
misstatements caused by error or fraud in amounts that would be material in relation to the financial
stalements being audited may occur and not be detected within a timely period by employees in the
normal course of performing their assigned functions. However, we noted no matters involving
internal control, including control activities for safeguarding securities, that we consider to be materal
weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with
the Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do
not accomplish such objectives in all material respects indicate a matenal inadequacy for such
purposes. Based on this understanding and on our study, we believe that the Company's practices and
procedures were adequate at December 31, 2006, to meet the SEC's objectives.

This report is intended solely for the information and use of the Board of Directors, management, the
SEC, and the National Association of Securities Dealers, Inc., and other regulatory agencies that rely

on Rule 17a-5(g) under the Securities Exchange Act of 1934 in their regulation of registered brokers
and dealers, and is not intended to be and should not be used by anyone other than these specified
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Ehrhardt Keefe Steiner & Hottman PC

February 19, 2007
Denver, Colorado
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